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(3) Increases in Rentals. There is no question in our mind but that a 
housing shortage will cause rentals to increase sharply. The reduction in vacancy 
which we have already experienced has caused our barometers on Saint Louis residen- 
tial rentals to turn up slightly during the past few months. As the housing shortage 
becomes acute rentals will skyrocket. 


(4) Increase in Values. As vacancy drops and rentals rise the net income 
from real estate increases rapidlv. This increases its desirahbilitv as an investment. 
At the same time tenants, grown arbitrary during the depression, are faced with land- 
lords who have lost enough of their docilityv to make the tenants anpreciate the ad- 
vantages of being their own landlords. They start to question the statement that it 
is cheaver to rent than to own. 
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The real reason for this increase in rentals was the increase in building 
costs caused hv the green-back inflation. This stopped building, creating a housing 
shortage. Building was not resumed until rentals rose sufficientlv to apnarently pav 
a return on the new cost of construction. 


The second major increase in rentals during the past eighty-five vears in 









Saint Louis started in 1900 and culminated at the time of the World's Fair in 1904. 
While there was a slight upward movement during this period in general rices, in- 
cluding the cost of building, this increase in rentals was primarily due to the re- 
leasing of the dammed up demand accumulated during the depression of the nineties. 
Following this depression, the marriage rate 

ae SE Eon ae. ae | oe a nee aan {nereased 60%, and the families occupying 
eal DWELLING r | | | | {| [ | dwelling units with other families exnanded 
RENTALS = [oe oe a to separate quarters. Had this expansion of 
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WORLD'S FAIR 


in construction costs no new huilding would 
have taken place, and rentals would have ad- 
=a vanced by more than the 50% shown on the 
A-600 chart. 
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The third major rise in rentals 
occurred immediately following the World War. 
(This is shown on the chart on the following 
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ment when they said “over valuing of real 

s possible onlv because an unusual combination of circumstances was present 
uring the peak of the cvcle. In fact, the availahle records indicate that only once 
in the past fiftv vears has the same combination of circumstances heen present”. 


-20 





estate wa 





The only combination of circumstances we know of responsible for this tre- 


mendous increase in rentals and values was the increase in construction costs. From 
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1914 to 1925 the combined labor, material and overhead cost of erecting a residen- 








317 














tial building increased by more the 
1918-1920 halted all new building 
clearing up of the uncertainties 


It is rather int 
activity as charted bv Colonel 


" DWELLING 
- RENTALS 


2) 
< 
WwW 
« 20, + 
iat | f 1 1 i 
~~ -}—WORL D WAR 
— 60} — + + + + + + 
> | 
W + 
18) 
Jon 
Si} 1 
ee | } } } 
aes 
oo 









i911 12 "3 4 15 16 _ “tT “16 9 ‘au "se 


T 





' GENERAL 
+o, BUSINESS | 


-sof | | | 


ferent times in the business cv 
issue of the Real Estate Analvst. 





This increase, particularly rapnid during 
the expansion of demand which followed the 


developed a drastic housing shortage. 


the relationship of general production 


his increase in residential rentals. The 
riod in which rentals were advancing most 
pidly was th period in which, according 
Colonel Avres, industrial activity was 
much below normal. This is shown very 
strikingly on the chart to the left. 


The chart of general business activit 


Saint Louis on pages 320-221 in this is- 
does not show these vears below normal. 
neither does it show the general post- 

prosperity as starting until after rent- 
had made the greater part of their gain. 


In many communities in the East the de- 


pression of 1920 and 1921 was quite severe. 


figures of the United States Bureau of 


Labor Statistics show that rentals in east- 
cities underwent the same increases ex- 
need in Saint Louis during these vears,. 


One other factor which we believe the 
port of the Philadelphia Housing Associa- 
on does not take into consideration is 


the percentage of family income which 


paid in rent varies considerably at dif- 
This was discussed and charted in the August 
will be recalled that at the present time the 


percentage of wages vaid in nouns rent is the smallest on record, 43% less than the 


amount in 1913. The fact chet. 
are still considerably ahove 


We are certain that 


termined almost entirely bv the 
issue of the Real Estate Analys 


rental levels for eighty-four 
al trends have heen identical. 


later bv a comparable rise in 


lines. 


Since this is true, 


during the next few vears reso 
costs will go. Certainlv thev 


anv auantity is again resumed. 


will exceed the costs during the 


National Housing Act wi 
cussed in detail in the 


If bullding costs go 


als must at least double befor 


Let us frankly face 
building industry at the prese 
otherwise exverience. A large 
emploved in either the constru 
vorting construction materials 
trv in recovery this depressi 


we have exnerienced. Recoverv 
verv elastic. The purchase of 


and is rarely contracted for w 


the eventual 





tals are almost back at prewar figures while wages 
this self evident. 


level of rentals and values will be de- 
eventual level of replacement costs. The March, 1934 
building material costs in relation to 
showing that over this entire period the gener- 

rise in building costs has heen followed 
restoring the old relationship of the two 


of how high rentals and values will go 
into the question of how high revlacement 
higher than thev are now as building in 


lead us to believe that building costs 


The savings in financing costs under the 
to offset this increase. This was dis- 
“Real Estate Analvst. 


studies lead us to helieve, then rent- 
incentive to build 


that the impossihilitv of stimulating the 
result in a slower recovery than we would 


the unemploved at vresent were formerly 

in industries manufacturing or trans- 
the lage ng of the construction indus- 
from most of the great devressions 
in the lines where demand is not 
s ontional at anv particular time 
mntive is nresent. 


























ROGER BABSON ON REAL ESTATE 


N addresses and reports recently, Roger Babson advocated the purchase of real 

estate. With this advice we agree. Since we left the gold standard the -eal es- 

tate Analyst has constantly urged its clients to buy real estate. Wisely selected 
at present prices it should yield a substantial profit in the next few vears. 

Here our agreement with Mr. Babson ends. According to press reports, he 
believes that “vacant ground suitable for building" will show the greatest nercent- 
age of increase in value. We do not so believe. The value of potential building 
lots depends on: (1) Demand, (2) Supply, and (3) the general price level. 


With residential building ovroceeding at onlv 5% of its accustomed level 
the demand for building sites has reached a low ebh. Mr. Babson evidently expects a 
sharp reaction. We expect only a slight improvement during the next year. 


Many factors should increase the demand for building lots. Among these are 
the return to the cities of manv of those who left during the depression, the 
spreading out to individual dwelling units of families living with other families 
because of economic distress and the accelerated depreciation and obsolescence of 
older buildings neglected during a period of insufficient earnings. Also, during 
this entire period, blighted areas in the older districts of the cities have contin- 
ued to grow, causing these cities to die at the center and grow at the periphery. 


At the present time the demand for dwelling units is increasing faster 
than the supply, with a housing shortage imminent. The marked reduction in dwelling 
vacancies has caused rentals to increase, and has stopped the decline of values. 


What will be the probable supply of building sites in the next ten vears? 


Toward the end of the last boom, an excess of subdivision activity glutted 
the market. A survev of the Saint Louis Regional Plan Association shows that in that 
portion of Saint Louis County adjacent to the limits of Saint Louis here are at 


present, already subdivided, 61,407 vacant lots. These lots would canacieameee a pop- 

ulation 30% larger than the present total population of Saint Louis County. There is 

also unsubdivided property in this area practically equal to the area of the lots 
already subdivided but unused. Much of this ground, prior to the present depression, 


was not accessible because of a lack of roads and streets In an effort to create 
employment, semi-urban areas around all large cities have been strewn with a network 
of hard surfaced roads’) and streets. It should he remembered that everv mile of 


street laid in a semi-urban area makes accessible two additional miles of frontage. 


A decade ago relatively little frontage in territory adiacent to a city 
was accessible enough for building sites of average value. Suburban land whi 
accessible was relativelv high in price. The development of new roads and streets 
i111 reduce the relative value of many of the older sites, and increase the value 
much of the new frontage. The foregoing facts, in addition to the probability of 
ttle residential building in the United States during the next vear, lead us_ to 
ve that values of building lots will not increase as much as many tvpes of im- 
ved real estate. 
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prices in our lighter dollar. All tvpes of real estate will share in this apnprecia- 








tion. 
Mr. Babson is also auoted as saving that “there will be a heavy deprecia- 
tion in buildings already constructed due to radical changes, nev inventions and 
sustomer demands", This forecast is based on the belief that construction methods 
111 be greatly improved, resulting in a home suverior to the present conventional 
tvoe, without a cost preater than nresent construction methods. We are convinced, 
that new methods of construction will replace the present archaic methods. Rapidly 
incre asing building costs, bhoth of labor and materials, under existing codes will 
a rate this shift. We are convinced, however, after a detaile a study of new ma- 
te and are-SenrTeanes units, that the wide spread use of nev metho mater- 
ifals will come very slowly. 
On the other hand, current replacement costs are consideranlv ahnove pre- 
ces of improved real estate. These costs will advance stil] furt*er due to 
ze increases unter the codes. Thev will not be offset sufficiently bv s rs ir 
financing under the National Housing Act. This will eventuallv result in an apprec- 
ijation of voresent buildings, during the next five vears, which will »e far great r 
tha appreciation of building sites. We believe that anartment pronerties have heer 
forced to lower levels than other types of provertv, and will a ore show a 
largest vercentage of rehound. 
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|EMPLOYMENT IN THE PRODUCTION OF 
100 SIX MAJOR CONSTRUCTION MATERIALS 
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| HE chart shown ahove is drawn from index numbers compiled bv the Federal Employ- 
: € | ment Stabilization Office in Washington. These index numbers show the relative 
| employment in the production of structural steel, cast iron pipe, cement, mill 
work, steam fittings, and brick, tile and terra-cotta. These figures have heen cor- 
| rected for seasonal fluctuation. They represent, we believe, one of the best in- 


dexes of the variation in the demand for building materials, as price changes de- 
stroy the value of most barometers based on dollar figures. 


It is rather interesting to note the very rapid decline foilowing the 
stock market collapse. As investment in new construction is almost alwavs optional 
at any given time, it is generally postponed when a lack of confidence in the future 
or a decrease in the prohahle return makes it apparently inadvisable. The low point 

of 29.6% of the 1923 to 1925 average was reached at the time of the bank collapse in 
March, 19353. The August, 1934 figure,which is the latest figure available,is 41.1% 
| of the 1923 to 1925 average. We expect this line to climb very slowly during the 
4 next vear, after which it should rise more rapidly. This chart will be kept up-to- 
| date in our office, and reprinted in the Real Estate Analvst whenever significant 


changes occur. 





The information and charts contained in this re- 
port are protected hv convright and are restrict’ 
ed to the confidential use of subscribers only. 
The Real Estate Analvst is puhlished monthly by 
Real Estate Analvsts, Inc., Saint Louis, a sta- 
tistical, survev and appraisal organization. The 
subscription price is $180 a vear, payable semi- 
annually in advance. Real Estate Analysts, Inc. 
is not engaged in financing, management or bro- 
kerage of real estate. 
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HE chart to the left shows” the 
volume of modernizing and repair 
‘fork done in Saint Louis’ each 
month for the vast four years. This 
chart will carrv on the figures given 
in the long chart on vages "308-309 in 


the September issue. 


This index, as explained in the 
article in that issue, has heen ad- 


justed for seasonal fluctuation, 
the cost of making repairs, 


the growth of the citv. 


changes in 


na 
and 


A studv of 


tending back 


the complete chart ex- 
to 1911 seems to indicate 


that the volume of repair work in the 
past has depended largely on the gen- 
eral business situation. The peak last 
vear accompanied the very rapid in- 
crease in general business. The busi- 
ness recession of last fall hada 
dampening effect on repair work. 


We believe that if general busi- 
ness attains a fair degree of recovery 
this fall, the modernizing and repair 
campaign under the National Housing 
Act will attain a fair degree of suc- 
cess. If recovery drags, its success 


will not be spectacular. 


HE chart to the left shows the in- 
dex of advertised rentals on four, 
five and six room dwellings. The 
somewhat similar chart on the back 
page of this issue includes all types 
of single family dwellings, many of 
them of the older, more obsolete varie- 
ty with a larger number of rooms. 


It will be noticed that rentals 
of four, five and six room dwellings 
have advanced further since this last 


January than has’ the average of all 
single family units. 

Rather peculiarly, during the 
month of Sentember, the average of all 
single family dwellings as shown on 
the chart on the hack, advanced by 
five cents a room while the four, five 
and six room quarters dropped two 


cents 
e 


Slight advances and declines of 
this amount are not significant. We 
believe that in the relatively near 


future increases will be seen of real- 


ant 


ly signific size. 
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HE chart ahove shows the drop in residential vacancy in Saint Louis bv tvpes oft 

inits. The most significant development in recent months is the reduction in a- 

partment vacancy. It will be noticed that the same rapid absorption took place 
avear ago in this tvpe of unit. We also think it quite significant that this de- 
crease in apartment vacancy was not accompanied hv an increased vacancv in other 
tvoes of units. It therefore represents a net gain and not merelv a shifting from 
houses and "flats" to avartments 


The number of vacant units in Saint Louis bv months since the introduction 
he monthly vacancv survev bv Real Estate Analvsts, Inc. is shown in the follow- 
‘no table 


Month Vacancy %, Absorption 
September '33 554 10.4 894 


20% 
October 22,460 10.0 2,010 
November 20,450 9.1 -900C 
December 21,550 9.5 1,102 
January '54 20,248 9.1 1,598 
February 18,650 8.5 1,10C 
March 17,550 7.8 900 
April 16,650 7.4 1,950 
Mav 14,700 7.5 L,20 
June 135,500 6.0 - 50! 
July 14,000 6.5 
August 14,000 6.3 4C 
September 13,60C 6.1 1, 10¢ 
October i2 , 500 5-6 
Absorption in thirteen months 10,854 


In addition to the monthly f 
residential vacancv totaled 28,207 unit 
hen by 15,707 dwelling units. 


igures ahove we know that in November 
s, or 12.8%. Vacancy has heen C 


@ 
Ow 
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QO Ww 
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It can readily be seen that it will not be necessary for absorption of va- 
cant units to continue much longer to make this situation acute. Vhen this time 
comes, rentals will rise verv ranidly. As income from property increases, values 
will rise sharply. 
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